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I, Yuyal Tal, am the Chief Executive Officer of E4X Ltd. at Tel Aviv, Israel. I have a 
.first^degree and a Master's degree in Engineering, which I received from Tel Aviv University, 
Israel. My professional specialization is in the field of online commercial transactions. I have 
attached a copy of my curriculum vitae with some of the technical fields in which I have 
practical experience. 

I am an inventor of the present Application. I have read the Application and the new 
and amended claims, as well as the Office Action from the Examiner and the accompanying 
references. In support of the accompanying Response to this Office Action; I have provided 
additional details concerning the operation of the present invention. 

Briefly, the present invention relates to a system and method in which the price is 
guaranteed both to the buyer in the buyer 's local currency, and to the seller in the seller 's 
local currency. In order to provide such a guarantee without a loss to the buyer,, the seller 
and/or to a third party (such as a credit card company for example), the claimed system and 
method of the present invention require a non-trivial implementation. 



1 



As a non-limiting example of such an implementation, I have prepared an overview of 
an exemplary implementation of the E4X system and method. This non-limiting example uses 
hedging, which is a preferred embodiment of the present invention, to guard against losses due 
to exchange rate fluctuations. Hedging is the process of establishing a position in a financial 
market, which is equal and opposite to a transaction made on an actual or physical market. 
The -system of* the present invention (E4X system) aggregates multiple physical transactions, 
comprising obligations for receiving payment in different local currencies, and corresponding 
commitments by the E4X system to exchange and remit amounts to merchants in base 
currencies. By taking equal and opposite future positions to the aggregated physical positions 
in the Interbank currency exchange market, risk of loss due to fluctuation of currency 
exchange rates is minimized. 

' To highlight the benefits of the application, I have provided descriptions of message 
and money flows for 3 possible scenarios which support an e-Commerce transaction between 
a seller and buyer operating in different currencies: (1) the transaction is conducted in the 
seller's currency, (2) the transaction is conducted in the buyer's currency and (3) an 
exemplary hedged multi-currency payment transaction performed according to the present 
invention. For purposes of illustration, I assume a United Kingdom (UK) based cardholder 
purchases and pays by credit card for goods sold at a US based e-Commerce site and that the 
US based merchant has a 100 USD (US dollars) ticket price for the goods sold at his site. 

J The first scenario is the method in most common practice. The US vendor sets up an 
account with his acquiring bank (bank which holds the bank account of the US vendor) to 
accept- payments in USD. The USD 100 price tag is displayed to all buyers at his site. The UK 
buyer pays USD 100 with his credit card. The buyer's issuing bank (bank holding the credit 
card of the buyer) will receive a demand for USD 100 from the card network, the bank will 
convert this to GBP (Great Britain pounds sterling) and debit the buyer's current account with 
an amount in GBP. Upon settlement, USD 100 (less processing fees) are deposited by the 



acquirer into the vendor's USD bank account. Disadvantages of this method are: (1) The 
buyer does not know at the time of purchase the exact amount that will be debited from his 
account, providing a common reason for chargeback (cancellation by buyer) of credit card 
transactions; (2) Currency conversion takes place several days after the transaction,- increasing 
exposure to rate fluctuations; (3) The foreign exchange margin (typically 2-3%) on the 
transaction is earned by the foreign issuing bank. 

\ For the second scenario, the US vendor needs to establish acquiring (bank) accounts in 
each of the currencies he wishes to support at his site. He would need to independently price 
his goods in each of the supported currencies: USD 100, GBP 75, EUR 96/ etc.. The GBP 75 
price tag is displayed to UK buyers at his site. The UK buyer pays GBP 75 with his credit 
card The buyer's issuing bank will receive a demand for GBP 75 from the credit card 
network, with no conversion by the bank, and the buyer's current account is debited with 
GBP 75. On settlement, GBP 75 (less processing fees) are deposited by the. acquirer into the 
vendor's GBP bank account. Disadvantages of this method are: (1) The merchant is exposed 
to currency exchange rate fluctuations; (2) Merchant needs to setup multi-currency bank 
accounts; (3) Merchant needs to perform multi-currency book keeping; (4) Merchant needs to 
manage actual exchange of funds. 

The system of the present invention hedges the transaction to ensure that the US based 
merchant receives the full $100 USD ticket price for the transaction. The US vendor still 
needs to establish processing accounts for each of the currencies he wishes to support at his 
site, * but settlement in multiple currencies is made to bank accounts in the E4X system. The e- 
Commerce site requests an exchange rate table from the E4X server (server of the present 
invention) according to a pre-agreed schedule. The USD 100 ticket price is dynamically 
converted to the buyer's local currency and GBP 76 is displayed to the UK buyer. The UK 
buyer pays GBP with his credit card. The buyer's issuing bank will receive a. demand for GBP 
76 from the card network, no conversion by the bank and the buyer's current account is 
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debited with GBP 76, the exact price advertised for the goods at the vendor's site. On 
settlement, GBP 76 (less processing fees) are deposited by the acquirer into, a GBP bank 
account managed by the E4X system. The E4X system converts the GBP to USD 100 (less 
processing fees), which are deposited into the vendor's USD bank account. Advantages of 
this method are: (1) Neither the buyer or seller are exposed to currency exchange rate 
fluctuations; (2) The price displayed to the buyer is the exact amount debited from his 
account; (3) The currency exchange is moved to the acquiring side, allowing the vendor to 
earn extra revenue on the exchange margin or to pass savings onto the buyer; (4) The vendor 
is able to avoid the accounting and administrative overheads associated with holding bank 
accounts in multiple currencies. 

The method of the present invention preferably requires that for each payment 
transaction that is authorized and submitted via a credit card processor to the credit card 
payment process, information about the transaction, including an identifier of the rate applied 
and amounts in both of the buyer's and the seller's currencies, be submitted to the system of 
the present invention. This system reconciles purchase amounts with totals for funding 
reported by the processor, applying specific currency related treatment for fees, refunds, 
multiple captures, chargebacks and other/transaction scenarios encountered in the payment 
flow. Settled amounts in local currency are then received, and the e-Commerce site receives 
remitted base currency payment which can be reconciled with the individual USD values of 
each purchase at the site. 

As can be seen from the above description, even guaranteeing the price for a single 
transaction is not simple, given the complicated operational flow. The present invention also 
provides other features, according to preferred embodiments including dynamic calculation 
and hedging of exchange rates from multiple rate sources, and definition of margins per 
merchant for multiple base currencies and payment types with configurable update and expiry 
periods. This flexibility allows the present invention to hedge a wide range of e-commerce 
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scenarios including subscriptions and/or other types of multiple payment scenarios, which 
could not possibly be handled by the background art teachings as these teachings do not 
provide protection against currency rate fluctuations. 

The system also preferably provides transaction management, which' is a preferred 
embodiment of the present invention. According to this embodiment, transaction 
infrastructure components manage the transaction life cycle of a payment from authorization 
to remittance, providing reconciliation and aggregation services and supporting multiple 
transaction types including refunds, fees and charge-backs. The server interfaces with multiple 
transaction sources by implementing specific drivers, which inherit functionality from core 
transaction services. The generic design of transaction services allows the system of the 
present invention to convert and hedge payments using multiple online payment methods and 
processing schemes, including credit/debit cards, direct debit, ACH, checks, stored value, 
micro-payments and others 

As the globalization of commerce increases, particularly through the Web, participants 
to commerce transactions are becoming increasingly aware of the need to have transparent 
risk-free currency conversion functionality built into payment flows. Such a requirement is 
emphasized in the article, "Dynamic Currency Conversion" in issue 782 of the Nilson report 
;(attached to this Affidavit), which explains that through the late 1990's, merchants absorbed 
all of the risks of currency conversion. It has only been quite recently that an attempt to 
distribute such risks has been made. Thus, at the time of filing of the present Application, the 
concept of hedging risks in order to protect both the vendor and the buyer from currency 
exchange risks was not known, nor was calculating the price at the time of sale, such that the 
exact price (without currency risks) was known to both vendor and the buyer at the time of 
sale. 

The present invention provides this capability by supplying guaranteed rates for 
dynamic conversion of prices, generating physical currency positions from aggregated sales 
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data and hedging these positions for the life-cycle of a transaction- The solution provided by 
the present invention could not have been obtained from the teachings of Reeder, that billing 
amounts can be dynamically converted using a rate table, and those of Garber, that the 
foreign exchange spot market facilitates the exchange of currency between two parties. The 
present invention addresses the problem of currency fluctuation risk for online transactions 
for e-commercc, which did not exist at the time of either Reeder's or Garber' s teachings. 
The present invention also bridges two unrelated fields of electronic commerce and foreign 
exchange trading. Furthermore, hedging a physical transaction before it takes place (by 
providing rates for dynamic conversion of displayed prices) cannot be deduced from Garber, 
which discusses hedging of currency transactions; such hedging by its nature occurs after the 
physical transaction has taken place. Furthermore, aggregation of multiple transactions to 
generate a combined physical position, which can then be managed for currency risk, is not 
taught by the existing art. 

I hereby certify that the above facts and statements are true and complete, to the best 
of my knowledge. 

Yuval Tal 
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